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Hel d: Qualified dividends are properly included
in the calculation of alternative m ni numt ax.

OPI NI ON

THORNTON, Judge: The sole issue for decision in this case
is whether petitioners properly excluded qualified dividends in

calculating their 2005 alternative m ni mum taxabl e incone.
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Backgr ound

The parties have stipulated all the relevant facts, which we
i ncorporate herein by this reference. Wen they petitioned the
Court, petitioners resided in Connecticut.

On line 9b of their 2005 Form 1040, U.S. Individual |ncone
Tax Return, petitioners reported $24,376 of qualified dividends.?
They did not, however, include this anmount in the $265, 408 which
they reported as taxabl e incone and upon which they reported tax
of $68,809. Instead, they separately conputed $3, 656 of tax on
the qualified dividends (15 percent of $24,376), which they
desi gnated by handwitten notation as a “Qualified Dividend Tax”
on line 45 of Form 1040, which calls for the anount of
“Alternative mnimumtax”. Adding this anount to the $68, 609 of
tax that they had conputed on their reported taxable incone, they
reported total tax of $72,266.

Respondent treated petitioners’ om ssion of their qualified
di vidends fromtaxable incone as a “math error”. After taking
into account this and other “math errors”, respondent determ ned
that petitioners’ taxable income was $315,532 rather than the

$265, 408 that they had reported.? Pursuant to section 6213(hb),

! Monetary anounts in this Qpinion have been rounded to the
near est doll ar.

2 The other “math errors” related to petitioners’ Schedul e
E, Suppl enental |Inconme and Loss, expenses and the cal cul ati on of
t he taxabl e amount of their Social Security inconme. At trial,
(continued. . .)
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respondent sunmarily assessed $80, 330 of tax on this “corrected”
taxabl e incone, after making the “math error” adjustnents and
associ ated mat hematical adjustnents.® Using this sane
“corrected” taxable inconme, respondent al so reconputed
petitioner’s alternative mnimumtax. By statutory notice of
deficiency, respondent determ ned that petitioners had a
resul ting deficiency of $6,073 (apart fromthe tax that
respondent had summarily assessed pursuant to section 6213(b)).

Di scussi on

Petitioners contend that they correctly reported their
qual i fied dividends on their 2005 Form 1040 and correctly
cal cul ated and paid tax on those qualified dividends at the rate
of 15 percent.* Petitioners contend that respondent erred in
determ ning that the qualified dividends should be included in

the cal culation of their alternative m ni nrumt ax.

2(...continued)
petitioners conceded these two other math errors.

8 Unl ess otherwi se indicated, all section references are to
the Internal Revenue Code in effect for the year at issue.

“1In sunmarily assessing petitioners’ tax on their
“corrected” taxable inconme, respondent also conputed tax on the
qualified dividends at 15 percent and credited petitioners with
the 15-percent tax they had separately reported on line 45. 1In
this proceeding, petitioners do not challenge the sunmary
assessnent, which is beyond the scope of our jurisdiction. See
sec. 6213(b)(1); Meyer v. Conm ssioner, 97 T.C 555, 559-560
(1991).
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Petitioners are mstaken that qualified dividends may be
di sregarded in the calculation of alternative m ninmumtax.
Alternative mninmnumtax is inposed, in addition to all other
t axes i nposed under subtitle A upon a taxpayer’s alternative
m ni mum t axabl e income (AMIl). Sec. 55(a); Allen v.

Conm ssioner, 118 T.C. 1, 5 (2002). AMIl is defined as the

t axpayer’s “taxable incone” determ ned with adjustnents provided
in sections 56 and 58, and increased by itens of tax preference

described in section 57. Sec. 55(b)(2); Merlo v. Conmm ssioner,

126 T.C. 205, 209 (2006), affd. 492 F.3d 618 (5th Cr. 2007).
The Code generally defines “taxable incone” as “gross incone”
| ess al |l owabl e deductions. Sec. 63(a). Section 61 expressly
defines “gross incone” to include, without [imtation,
“Dividends”. Sec. 61(a)(7).

In the conputation of alternative mninmmtax, qualified
di vi dends receive special treatnment, insofar as they enter into
the net capital gain of noncorporate taxpayers. That speci al
treatnent essentially caps the anobunt of alternative m ninmumtax
by reference to a fornmula that taxes net capital gain at rates
that mrror preferential rates that apply for regul ar tax

pur poses under section 1(h).® Contrary to what petitioners

> More particularly, the alternative mninumtax is equal to

the excess of tentative mninumtax over the regular tax. Sec.
55(a). For a noncorporate taxpayer, the tentative mninumtax is
general ly inposed at graduated 26 percent and 28 percent rates on
(continued. . .)
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appear to believe, however, this special treatnent does not nean
that qualified dividends may be di sregarded altogether in
calculating alternative mninmumtax. Petitioners erroneously
omtted their qualified dividends fromgross inconme, which
contributed to an understatenent of their AMIl, which gave rise
to a deficiency as determined in the statutory notice.®
Petitioners appear to believe that they reported their
qualified dividends, and the tax thereon, consistent with the
literal ternms of Form 1040, which they construe as treating
“qualified dividends” separately from “ordinary dividends” and
including only the latter in the calcul ation of adjusted gross

income.’” Whatever anbiguity mght be found in Form 1040 and its

5(...continued)
t he amount by which alternative m nimumtaxabl e i ncone exceeds an
exenpti on anount (the “taxable excess”). Sec. 55(b)(1)(A.
CGeneral ly speaki ng, however, and ignoring certain qualifications
not relevant here, if a taxpayer has net capital gain, the anount
of tentative mninmmtax thus determ ned cannot exceed the anount
that would be determned if the net capital gain were excluded
fromthe foregoing fornmula and instead were taxed at rates that
mrror those applicable for regular tax purposes under sec. 1(h).
Sec. 55(b)(3).

6 The record suggests that other itens affecting the
conputation of petitioners’ AMIl included the disallowance of
m scel | aneous item zed deductions, see secs. 56(b)(1)(A) (i) and
67(b), and the disall owance of personal exenptions, see sec.
56(b)(1)(E). Petitioners have not chall enged these conputational
matters.

" Form 1040 calls for “Ordinary dividends” to be reported on
line 9a, to be tallied in the calculation of adjusted gross
incone; the formcalls for “Qualified dividends” to be reported
on line 9b, which does not extend into the cal cul ati ons col um.

(continued. . .)
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instructions in this regard, however, cannot affect the operation
of the tax statutes or petitioners’ obligations thereunder. See

Casa De La Jolla Park, Inc. v. Conmm ssioner, 94 T.C. 384, 396

(1990) (tax forminstructions cannot be relied upon as
authoritative sources of |aw).

To reflect the foregoing,

Deci sion will be entered for

respondent.

(...continued)
Nei t her Form 1040 nor the instructions thereto expressly say that
t he amount of qualified dividends listed on line 9b should al so
be i ncluded anong ordi nary dividends on |line 9a. Any confusion
on this score is dispelled, however, by the instructions
acconpanyi ng Form 1099-DI V, D vidends and Distributions, on which
di vi dends are supposed to be reported to recipients. These
instructions nmake clear that “Qualified dividends”, reported on
Box 1b of the form are a “portion” of the anobunt reported in box
la as “Total ordinary dividends”. The recipient is directed to
i nclude the anount of “Total ordinary dividends” on |ine 9a of
Form 1040.



